
OVERVIEW — Many reform proposals call for the creation 
of one or more health insurance exchanges, intermediaries 
that can help individuals or small employers navigate the 
insurance market. An exchange might be public or private, 
national or local. It might serve simply as a clearinghouse for 
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premium rates. This paper begins with a summary of recent 
experience with insurance exchanges and similar systems. It 
then reviews basic issues in the design of an exchange.
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Faced with a persistently large number of Americans 
lacking health insurance (45 million in 2007), policy-

makers are once again focusing on making coverage more 
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In most states, insurers can refuse or restrict coverage for applicants 
with a history of medical problems or high costs, or they can charge 
these applicants higher premiums that could make coverage unaf-
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directly to individuals and small groups have high marketing and 
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For at least two decades, analysts have been proposing that some sort 
of government agency or independent entity should stand between 
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has had a variety of names over the years, such as “health alliance,” 
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could achieve economies of scale in administrative costs and, if it 
served a large population, might have enough bargaining power to 
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(PPOs), and high-deductible plans with a health savings account 
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FIGURE 1:  Annual Percent Growth in Premiums for FEHBP, 
CalPERS, and Large Employers (200+ workers), 1999–2008
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Allow exchange plans to adopt some restrictions — At a minimum, the 
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If an exchange were the principal avenue to 
coverage for a substantial population, it might 
wish to limit the number of participating carriers.
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It has been alleged in the past that some plans 
����������������
����������	���
�
���	'�
����
enrollees or discourage high-risk enrollees.



www.nhpf.org

17

I S S U E  B R I E F
NO. 832

����	
�������
��
�
�������
������
��
��	


�����
���
�	��
���	�	��

����

�����
����	��
��	�
���	�
���	�	��
��

���	

�	�����

��
��	��

�����	
�		�
�
��
��
�
�	���	

��	
���	������
����
�	�����	�
�	���	
����

�	
�J����	�
��
�	�����
����
�
���
	�����	�
�	���
	
��	�
��	
�������
��

���	��
�
����	�
�	�������	
����
�	���	
����
��	��	�
	��	��	�
��
�
�

On the other hand, many proponents of competition among insurers 
believe that people should have the option of picking the package 
����
�	
�

���

��	��
���
�		�

���
��	�	�	��	
�
8�	
������
�

��
�	-
"���	
����

��
"���	
�
��	����
���
��	
��
��
���	���	
���
�

	�����	

��	����
���
���
����������
�	�	��
�
��	
��������
�����
	�
��
��	

:;;=
9������
�����=:
3��	
�	���	
���	

���	
�	�
����
�
���
��	����	

����	�
��
���	�	��
����

�����
�	
���	�����	�

�
����
�

���������

was on a limited number of clear parameters (such as deductible and 
�	��	����	
���	
���
����
�����	.
���
��	
����

���
��
&��	
�����'

���	�	��	

���
��	�

�����
���	
��!�����
��
	����������=B

Finally, as in the case of guaranteed issue and rating restrictions, 
��	�	
 �

 ��	
 "�	
����
 ��
 ��	��	�
 ����

 ��	������
 ���
��	
 ��	
 	�-
�����	
 
�����
 �	
 
��`	��
 ��
 ��	
 
��	
 �	�	��
 ���	

 �

 	������	

����
�
 ��
����
 ��	
��

�������
	��
�

 ����
���S	������	
����

�����

��	�
�	�	��
������	

�	
���	�
��
���	��
��
�	�����	�
���������
�
��-
������
�������
�	�	��
�	"���	�	��

�����
��	�	��
���

�������

��	

�	���	
�����
��`	��
��
���

�����	�
�	
��������
��
���
��	�
�����	�

Risk Adjustment

��
��������
��
��	
�	�	���
�����	�
��
	������	
����

�J�������
����S
��
�
���������

�

��	
���	������
����
����

������
��	
	������	
����

���	
���	�	��
 ��
�
�����	
�
1���	
����	������
�����
����

���
�	

distorted if healthier or lower-cost participants are in some plans 
���

���	��
����	�S��
�
�����������

��	
��
���	�
�
1���
��	����
���-
�	�	��	

���
��	�
�	q	���
���
��	
����
X
�	�����	
	!��	����
���
����	�

��	
�������	��
���

��
��	��
	�����	�
����������
�

%�	
�����	�
��
&���
	�

	�	�����'
��

���
	�
��
����
������
���
���-
���	
 ������	�	��

 ����
 ��	�
 �
 �����	
 �����
 �	����
 ����
�
 3	�	���


����	

��
��	
$#@61
��
��	
:;C>
�
���������
��	
��
��	
9����	

�����

{	
	����
 3	����	�
 �����
 	���	��	
 ��
 
	�	�����
 �����	�

 ���
 ���
	-
"�	��
��
�������

��
��	����
����	�������==
3��	
���	
�	�	��

���-
�	

�����
��J�	
	���	��	
��
���
	�

	�	�����
�����
�����	
����	�
�=N

At a minimum, however, it is clear that the FEHBP practice of using a 
uniform premium for active workers and annuitants makes the plans 
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A national exchange could allow 
all plans, whether national or 
local, to set prices locally.
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ernment agencies, such as civil service laws or standard procurement 
procedures? 
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An exchange could be a government agency, an 
entirely independent private organization, or some 
form of mixed public-private entity. 
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��To what extent is an organization subject to executive review or fed-
eral oversight? 
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CONCLUSION
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some people think that further consolidation might be desirable, if it 
reduced duplicative administrative systems and enhanced insurers’ 
ability to pursue initiatives such as pay-for-performance or bundled 
payment systems, care coordination and wellness programs, large 
investments in health information technology, and development of 
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could emerge as a force for driving fundamental change in the way 
insurers operate and, in turn, the way health care is organized and 
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